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DEPARTMENT OF ACCOUNTING
AND GENERAL SERVICES
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HOMOLLULL, HAWE] SE310-0119

March 31, 2003

To the Honorable Governor of the State of Hawaii
To the Honorable Members of the Twenty-Second State
Legislature of the State of Hawaii:

In accordance with the provisions of Section 40-5 of the Hawaii Revised Statutes, it is my privilege to
present to you the Comprehensive Annual Financial Report (CAFR) of the State of Hawaii (State) for the
fiscal year ended June 30, 2002. This report has been prepared by the State’s Department of Accounting
and General Services. Responsibility for both the accuracy of the presented data and the completeness and
fairness of the presentation, including all disclosures, rests with the State. I believe the information, as
presented, is fairly stated in all material aspects; that it is presented in a manner designed to fairly set forth
the financial position and results of operations of the State as measured by the financial activity of its
various funds; and that all the information necessary to enable the reader to gain the maximum
understanding of the State’s financial affairs has been included.

This year’s CAFR has been prepared in conformance with Governmental Accounting Standards Board
(GASB) Statement No. 34, Basic Financial Statements — and Management’s Discussion and Analysis — for
State and Local Governments, GASB Statement No. 35, Basic Financial Statements — and Management’s
Discussion and Analysis — for Public Colleges and Universities, GASB Statement No. 37, Basic Financial
Statements — and Management’s Discussion and Analysis — for State and Local Governments: Omnibus,
GASB Statement No. 38, Certain Financial Statement Note Disclosures, and Interpretation No. 6,
Recognition and Measurement of Certain Liabilities and Expenditures in Governmental Fund Financial
Statements. These new GASB Statements make the most significant change in governmental financial
reporting in over twenty years. They require the State’s management to provide a narrative introduction,
overview, and analysis to accompany the basic financial statements in the form of a Management’s
Discussion and Analysis (MD&A). This letter of transmittal is designed to complement the MD&A and
should be read in conjunction with it. The State’s MD&A is included in Part II of this report.

The report is presented in three sections: introductory; financial; and statistical. The introductory section
includes this transmittal letter, the State’s organizational chart and a list of principal officials. The financial
section includes the independent auditors’ report, MD&A, basic financial statements, notes to the basic
financial statements and supplementary information. The statistical section includes selected financial and
demographic information.



THE REPORTING ENTITY AND ITS SERVICES

With Hawaii’s highly centralized state government, the State provides a full range of services as mandated
by statute. These services include, but are not limited to, education (lower and higher), welfare,
transportation (highways, airports and harbors), health, hospitals, public safety, housing, culture and
recreation, economic development and conservation of natural resources.

In accordance with GASB Statement No.14, The Financial Reporting Entity, this report includes the
various funds comprising the State, including all entities that are accountable to the State. The Employees’
Retirement System of the State of Hawaii, which is administered on behalf of public employees for both
the state and county governments, and the Office of Hawaiian Affairs, which exists for the betterment of
the conditions of native Hawaiians, are not included in the State’s basic financial statements because those
agencies, based on the fiscal independence and/or separate legal entity status criteria of GASB
Statement No.14, are not accountable to the State.

FACTORS AFFECTING FINANCIAL CONDITION

The information presented in the financial statements is perhaps best understood when considered from the
broader perspective of the specific environment within which the State operates.

State of the Economy
Overview

Hawaii’s economy is recovering from its tribulations of the past year. The robust levels of
employment and visitor arrivals experienced in 2000 and early 2001 have not materialized in 2002.
Hawaii is improving in terms of more construction, increase in tax revenues, and more visitor
arrivals compared to the growth rates experienced during the early part of 2001. However, the annual
growth rates for labor force, civilian employment, wage and salary jobs, and income tax collections
are down from comparable 2001 levels. Hawaii’s growth prospects are hampered by the uninspired
performance of the U.S. economy and the continuing struggles of the Japan economy.

Labor

Civilian employment was 0.9% lower than the average for 2001. The labor force declined by 1.0%
and the unemployment rate decreased 0.1 percentage points to 4.4%. The total number of wage and
salary jobs decreased by 0.9% over the first 10 months of 2002.

By industry, the September 11, 2001 terrorist attack on New York City lead to a decline in tourism
for Hawaii and had a significant effect on transportation, retail trade and hotel industries. All
three have recovered late in 2002, but not to the levels of 2001, as there were 10,000 fewer jobs in
2002 than in 2001. Several industries did increase their hiring in 2002. Jobs with the state
government increased by 3,000 jobs, followed by increases in construction, health services, business
services, finance, insurance and real estate, and agriculture.

Taxes

Another indicator of economic activity, General Fund tax revenues, decreased 5.0% for the
first ten months of 2002. General excise and use tax collections, which are the largest source of
revenue and a good measure of economic activity, showed a 0.8% decline for the same period.
Additionally, transient accommodations tax revenue decreased by 11.1%, showing the effect of
reduced visitor demand.



Individual income tax revenues also decreased 6.2%. Some of the decrease can be attributed to the
increased filing thresholds for withholding, excise and use, transient accommodations, and rental
motor vehicle and tour vehicle surcharge tax returns granted by new legislation. This new legislation
allows 38,000 excise and use taxpayers, 8,000 withholding taxpayers, and 2,700 transient
accommodations taxpayers to file less frequently.

Personal Income

Hawaii’s personal income grew 3.9% in the second quarter of 2002 relative to the year-earlier period
according to data provided by the U.S. Bureau of Economic Analysis. Most of the increase in
personal income came from transfer payments and other labor income followed by wages and
salaries, proprietors’ income, dividends, interest, and rent.

By industry, there were quarterly increases in earnings for most industries. However, manufacturing,
transportation, public utilities, and retail trade showed a decrease.

Prices

Inflation in Hawaii still remains relatively low. During the first half of 2002, the Honolulu Consumer
Price Index for urban consumers (CPI-U) increased by 1.1%. This is just slightly less than the
inflation rate for the nation as a whole. In comparison, the CPI-U for the U.S. increased at a 1.3%
annual rate over the same period. For Honolulu, the largest increases in the components of the index
were seen in apparel and upkeep, which increased 6.5% and other goods and services which were up
4.0% during the period. The change in the price of housing, which accounts for about 42% of the
Honolulu CPI-U, remains relatively low with a 1.0% increase.

Recent Developments In Hawaii’s Major Industries
Visitor Industry

Visitor numbers through the first ten months of 2002 declined by 2.2% as compared to the same
period in 2001. During this period, international arrivals (visitors on flights originating outside the
U.S.) decreased by 10.3%. This was partly offset by an increase of 2.0% for visitor arrivals on
domestic flights (flights originating in the U.S.) for the same period in 2001.

The number of visitor days (visitor arrivals multiplied by average length of stay) increased by 0.4%
from the first ten months of 2002 compared to the same period in 2001. The increase in visitor days
was due to an increase in visitor days for visitors on domestic and international flights. The decrease
in visitor arrivals also led to a decrease in hotel occupancy rates. For the first ten months of 2002, the
70.2% hotel occupancy rate was 3 percentage points lower than the rate experienced in the first
ten months of 2001.

Construction

The general excise tax base for contracting, an indicator of construction output, increased by 15.4%
during the first nine months of 2002 over the same period in 2001. The increase in construction
output is also reflected in the 3.4% increase in the number of construction wage and salary jobs for
the first ten months of 2002 over the same period in 2001.

The value of private building authorizations, an indicator of future construction, increased by 11.5%
during the first nine months of 2002 compared to the same period in 2001. Government contracts
awarded for the first nine months of 2002 were up by 37.1% over the same period in 2001.



Agriculture

The agriculture sector declined in the first nine months of 2002 compared to the same period a year
earlier. Agriculture wage and salary jobs for 2002 have remained above the 8,000 worker level as a
result of increased hiring by diversified agriculture operations.

Outlook for Hawaii’s Economy

The outlook for Hawaii’s economy remains bright. Hawaii’s recovery is expected to be a function of the
recovery of its visitor markets and of U. S. and international economic performances. The Blue Chip
Economic Indicators (Blue Chip) (a consensus of 50 top U.S. economic forecasters) reported that the
expectation for real economic growth in 2002 had risen to 2.4%. For 2003, Blue Chip expects real gross
domestic product to drop by 0.2%.

Based on current trends, state economists at the Department of Business, Economic Development and
Tourism (DBEDT) expect that the visitor industry will show a robust growth of 3.5% this year and 6.3% in
2003. Visitor expenditures are forecast to increase 3.4% from 2001. Real Personal Income is forecast to
show a 1.9% increase while real Gross State Product (GSP) should expand at a 1.7% annual rate in 2002.
Wage and salary jobs should decrease 0.2% in 2002 from 2001 totals and increase 1.4% in 2003.

DBEDT expects inflation, as measured by changes in the Honolulu CPI, to grow at a rate of 1.5% in 2002
and 2003. The GSP deflator, which is estimated based on the Blue Chip U.S. Gross Domestic Product
projection, is forecast to reach 2.1% in 2003 and then decline.

The forecast expects all sectors of the State’s economy to attain pre-September 11, 2001 levels or better by
the second half of 2003.

MAJOR INITIATIVES
Major Capital Improvement Projects

Major capital improvement projects, which received funding in fiscal 2002, focused on health,
education and general government. They include $300 million for a university health and wellness
center, including a new medical school facility to be situated on the island of Oahu; $29 million for
additional increments for Kapolei High School and Mililani Mauka II Elementary School; and
$52 million for various other school and university projects.

Prescription Drugs

In fiscal 2002, the Governor signed into law a bill to establish the Hawaii Rx Program to reduce
prescription drug costs for all state residents who choose to participate in this pharmaceutical
discount program under which the State obtains manufacturers’ rebates on drugs that are offered at
discounted prices to program participants. It also provides reimbursement to participating
pharmacists for the discounts of prescription drugs provided to program participants.



Bottle Recycling

On June 25, 2002, legislation which addressed the twin problems of litter and decreasing landfill
availability was signed into law by the Governor. The law established a deposit beverage container
fee to be imposed on specified deposit beverage containers to increase participation and recycling
rates for those specified deposit beverage containers, provide a connection between manufacturing
decisions and recycling program management, and reduce litter. The implementation of this fee
program will protect and preserve environmental resources and reduce economic costs to residents
and businesses within the State.

Cap Gasoline Prices

Legislation was enacted that authorizes the State to cap retail and wholesale gasoline prices which
will ensure lower gasoline prices for Hawaii’s consumers who continue to pay a large premium at the
pump. West Coast gasoline prices will be the basis for determining the baseline prices of gasoline.

ACCOUNTING SYSTEM AND BUDGETARY CONTROL

In developing and maintaining the State’s accounting system, consideration is given to the effectiveness of
internal control, which is designed to accomplish certain objectives of management including:

1.  Transactions are executed in accordance with management’s general and specific
authorization.
2.  Transactions are recorded as necessary to permit preparation of financial statements in

conformity with accounting principles generally accepted in the United States of America and
to maintain accountability for assets.

3. Access to assets is permitted only in accordance with management’s authorization.
I believe that the State’s internal control is effective in accomplishing management’s objectives.

By statutory provision, the State prepares a biennial budget for its programs. Budgeted expenditures are
derived primarily from the General Appropriations Act of 2001, as amended, and from other authorizations
contained in the State Constitution, the Hawaii Revised Statutes and other specific appropriations acts in
various Session Laws of Hawaii (SLH). Revenue estimates are provided to the State Legislature at the time
of budget consideration and are revised and updated periodically during the fiscal year.

An allotment system and encumbrance accounting are utilized by the State for budgetary control purposes.
Obligations in the form of purchase orders or contracts are recorded as encumbrances at the time purchase
orders or contracts are awarded and executed. Open encumbrances are reported as reservations of fund
balances at June 30, 2002. To the extent not expended or encumbered, General Fund and Special Revenue
Fund appropriations subject to budgetary control generally lapse at the end of the fiscal year for which the
appropriations were made. The State Legislature specifies the lapse date and any other particular conditions
relating to terminating the authorizations for other appropriations.

CASH MANAGEMENT

During fiscal 2002, the State Treasury earned $33.6 million for the General Fund by investing its
temporary cash surpluses, a decrease of $16.5 million from the amount earned in the previous fiscal year.
The fiscal 2002 earnings represent an average investment yield of 3.3%, down from the 5.1% of the
previous fiscal year.



RISK MANAGEMENT

The State obtains third-party coverage for property losses in excess of $250,000 per occurrence. The
property loss limit is $25 million per occurrence, except for earthquake and flood with a limit of
$10 million per occurrence. The State also acquires general liability insurance, medical insurance, faithful
performance of duty and depositors’ forgery insurance for state employees, but is self-insured for other
perils including workers’ compensation and automobile losses. Expenditures for workers’ compensation,
automobile losses and general liability (for amounts not covered by insurance) are appropriated annually.

EMPLOYEE UNION CONTRACTS

The State Constitution grants public employees in Hawaii the right to organize for the purpose of collective
bargaining as provided by law. There are thirteen bargaining units, of which twelve bargaining units have
state employees as members. The twelve bargaining units have contractual agreements in force as of the
date of this letter.

INDEPENDENT AUDIT

Although the state statutes do not require an annual audit of the State’s financial statements, the State
engaged a firm of independent certified public accountants to audit the State’s basic financial statements
for the fiscal year ended June 30, 2002. The Independent Auditors’ Report has been included in Part II of
this report.

CERTIFICATE OF ACHIEVEMENT

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a
Certificate of Achievement for Excellence in Financial Reporting to the State for its Comprehensive
Annual Financial Report for the fiscal year ended June 30, 2001. This was the thirteenth consecutive year
that the State has received this prestigious award.

In order to be awarded a Certificate of Achievement, a governmental unit must publish an easily readable
and efficiently organized comprehensive annual financial report whose contents conform to program
standards. Such reports must satisfy both accounting principles generally accepted in the United States of
America and applicable legal requirements. A Certificate of Achievement is valid for a period of one year.

I believe our current report continues to conform to the Certificate of Achievement Program’s requirements
and I am submitting it to the GFOA to determine its eligibility for the certificate.

ACKNOWLEDGEMENTS

I extend my appreciation to the staff of the various state agencies whose dedicated time and effort made the
preparation of this report possible. Their combined efforts have produced a report that I believe will serve
as a helpful source of information for anyone having an interest in the financial operations of the State.

Respectfully submitted,
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Russ K. Saito
Comptroller, State of Hawaii
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P.O. Box 4150
Honolulu, HI 96812-4150

Independent Auditors’ Report

Comptroller
State of Hawaii:

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of the State of Hawaii as of and for the year ended June 30, 2002, which
collectively comprise the State of Hawaii’s basic financial statements as listed in the table of contents.
These financial statements are the responsibility of the State of Hawaii’s management. Our responsibility is
to express opinions on these financial statements based on our audit. We did not audit the financial
statements of the Department of Transportation — Airports and Harbors Divisions, which are major
enterprise funds, which represent 90% and 64%, respectively, of the assets and revenues of the business-
type activities, and the University of Hawaii, the Housing and Community Development Corporation of
Hawaii, and the Hawaii Health Systems Corporation, which represent 93% and 99%, respectively, of the
assets and revenues of the aggregate discretely presented component units. Those financial statements were
audited by other auditors whose reports thereon have been furnished to us, and our opinions, insofar as
they relate to the amounts included for the Department of Transportation — Airports and Harbors Divisions,
the University of Hawaii, the Housing and Community Development Corporation of Hawaii and the
Hawaii Health Systems Corporations, are based on the reports of the other auditors.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit and the reports of the other auditors provide a reasonable basis for
our opinions.

In our opinion, based on our audit and the reports of the other auditors, the financial statements referred to
above present fairly, in all material respects, the respective financial position of the governmental
activities, the business-type activities, the aggregate discretely presented component units, each major
fund, and the aggregate remaining fund information of the State of Hawaii as of June 30, 2002, and the
respective changes in financial position and cash flows, where applicable, thereof and the respective
budgetary comparison for the general fund for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

12

KPMG LLP. KPMG LLP, a U.S. limited liability partnership, is
a member of KPMG International, a Swiss association.




As described in note 2 to the basic financial statements, the State of Hawaii adopted Governmental
Accounting Standards Board (GASB) Statement No. 34, Basic Financial Statements — and Management’s
Discussion and Analysis — for State and Local Governments, GASB Statement No. 35, Basic Financial
Statements — and Management’s Discussion and Analysis — for Public Colleges and Universities, GASB
Statement No. 37, Basic Financial Statements — and Management’s Discussion and Analysis — for State
and Local Governments: Omnibus, GASB Statement No. 38, Certain Financial Statement Note
Disclosures, and Interpretation No. 6, Recognition and Measurement of Certain Liabilities and
Expenditures in Governmental Fund Financial Statements, effective July 1, 2001.

In accordance with Government Auditing Standards, we have also issued a report dated March 25, 2003 on
our consideration of the State of Hawaii’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grants. That report is an integral
part of an audit performed in accordance with Government Auditing Standards and should be read in
conjunction with this report in considering the results of our audit.

The management’s discussion and analysis on pages 14 through 29 is not a required part of the basic
financial statements but is supplementary information required by accounting principles generally accepted
in the United States of America. We have applied certain limited procedures, which consisted principally
of inquiries of management regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the State of Hawaii’s basic financial statements. The introductory section, combining and
individual nonmajor fund financial statements, budgetary comparison of the special revenue funds, and the
statistical section are presented for purposes of additional analysis and are not a required part of the basic
financial statements. The combining and individual nonmajor fund financial statements and budgetary
comparison of the special revenue funds have been subjected to the auditing procedures applied by us in
the audit of the basic financial statements and, in our opinion, are fairly stated in all material respects in
relation to the basic financial statements taken as a whole. The introductory section and the statistical
section have not been subjected to the auditing procedures applied by us and the other auditors in the audit
of the basic financial statements and, accordingly, we express no opinion on them.

KPme LIP

March 25, 2003

13



STATE OF HAWAII

Management’s Discussion and Analysis

June 30, 2002

As management of the State of Hawaii (the State), we offer readers of the State’s basic financial statements this
narrative overview and analysis of the financial activities of the State for the fiscal year ended June 30, 2002. We
encourage readers to consider the information presented here in conjunction with additional information that has
been furnished in our letter of transmittal, which can be found on pages 3 — 8 of this report.

Overview of the Basic Financial Statements

This discussion and analysis are intended to serve as an introduction to the State’s basic financial statements. The
State’s basic financial statements comprise three components: (1) government-wide financial statements, (2) fund
financial statements, and (3) notes to basic financial statements. This report also contains other supplementary
information in addition to the basic financial statements themselves.

The State adopted the provisions of Governmental Accounting Standards Board (GASB) Statement No. 34,
Basic Financial Statements — and Management’s Discussion and Analysis — for State and Local Governments,
GASB Statement No. 35, Basic Financial Statements — and Management’s Discussion and Analysis — for Public
Colleges and Universities, GASB Statement No. 37, Basic Financial Statements — and Management’s
Discussion and Analysis — for State and Local Governments: Omnibus, GASB Statement No. 38, Certain
Financial Statement Note Disclosures, and Interpretation No. 6, Recognition and Measurement of Certain
Liabilities and Expenditures in Governmental Fund Financial Statements, effective July 1, 2001. Accordingly,
comparative data for the fiscal year ended June 30, 2001 are not available for a comprehensive discussion of the
change in net assets. However, comparative analysis of government-wide data will be presented in the financial
statements in future years.

Government-Wide Financial Statements

The government-wide financial statements are designed to provide readers with a broad overview of the State’s
finances, in a manner similar to a private sector business.

The statement of net assets presents information on all of the State’s assets and liabilities, with the difference
between the two reported as net assets. Over time, increases or decreases in net assets may serve as a useful
indicator of whether the financial position of the State is improving or deteriorating.

The statement of activities presents information showing how the State’s net assets changed during the most
recent fiscal year. All changes in net assets are reported as soon as the underlying event giving rise to the change
occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are reported in this statement
for some items that will only result in cash flows in future fiscal periods (e.g., uncollected taxes and earned but
unused vacation leave).

Both of the government-wide financial statements distinguish functions of the State that are principally supported
by taxes and intergovernmental revenues (governmental activities) from other functions that are intended to
recover all or a significant portion of their costs through user fees and charges (business-type activities). The
governmental activities of the State include general government, public safety, conservation of natural resources,
highways, health, welfare, education, culture and recreation, urban redevelopment and housing, economic
development and assistance, and interest on long-term debt. The business-type activities of the State include the

14



STATE OF HAWAII

Management’s Discussion and Analysis

June 30, 2002

Department of Transportation — Airports Division (Airports), Department of Transportation — Harbors Division
(Harbors), which are considered to be major funds, while the remaining business-type activities are combined
into a single aggregate presentation.

The government-wide financial statements include not only the State itself (known as the Primary Government),
but also the activities of four legally separate Component Units: the Hawaii Health Systems Corporation, the
Hawaii Hurricane Relief Fund, the Housing and Community Development Corporation of Hawaii, and the
University of Hawaii, comprised of the State’s public institutions of higher education, for which the State is
financially accountable. Financial information for these Component Units is reported separately from the
financial information presented for the Primary Government itself. The Component Units issue separate financial
statements containing management’s discussion and analysis.

The government-wide financial statements can be found on pages 32 — 35 of this report.
Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources that have been segregated
for specific activities or objectives. The State, like other state and local governments, uses fund accounting to
ensure and demonstrate compliance with finance-related legal requirements. All of the funds of the State can be
divided into three categories: (1) Governmental Funds; (2) Proprietary Funds; and (3) Fiduciary Funds.

Governmental Funds

Governmental Funds are used to account for essentially the same functions reported as governmental
activities in the government-wide financial statements. However, unlike the government-wide financial
statements, Governmental Fund financial statements focus on near-term inflows and outflows of spendable
resources, as well as on the balances of spendable resources available at the end of the fiscal year. Such
information may be useful in evaluating the State’s near-term financing requirements.

Because the focus of Governmental Funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for Governmental Funds with similar
information presented for governmental activities in the government-wide financial statements. By doing
so, readers may better understand the long-term impact of the State’s near-term financing decisions. Both
the Governmental Fund balance sheet and the Governmental Fund statement of revenues, expenditures,
and changes in fund balances provide a reconciliation to facilitate this comparison between Governmental
Funds and governmental activities in the government-wide financial statements.

15



STATE OF HAWAII

Management’s Discussion and Analysis

June 30, 2002

Information is presented separately in the Governmental Fund balance sheet and in the Governmental Fund
statement of revenues, expenditures, and changes in fund balances for the General Fund and Capital
Projects Fund, each of which are considered to be major funds. Data from the other Governmental Funds
are combined into a single, aggregated presentation. Individual fund data for each of these nonmajor
Governmental Funds is provided in the form of combining financial statements in the supplementary
information section of the report.

The State adopts an annual appropriated budget for its General Fund and Special Revenue Funds. A
budgetary comparison statement has been provided for the General Fund and each Special Revenue Fund
to demonstrate compliance with this budget. The budgetary comparison statement for the General Fund is
located in the basic financial statements and the budgetary comparison statements for each of the Special
Revenue Funds in the supplementary information section of this report.

The basic Governmental Fund financial statements can be found on pages 36 — 41 of this report.

Proprietary Funds

Proprietary Funds are used to show activities that operate more like those of commercial enterprises. They
are known as Enterprise Funds because they charge fees for services provided to outsiders. They are used
to report the same functions presented as business-type activities in the government-wide financial
statements. The State uses Enterprise Funds to account for the operations of Airports, Harbors and its other
business-type activities.

Proprietary Funds provide the same type of information as the government-wide financial statements, only
in more detail. The Proprietary Fund financial statements provide separate information for Airports and
Harbors, each of which are considered to be major funds of the State. Conversely, the other business-type
activities are combined into a single, aggregate presentation in the Proprietary Fund financial statements.
Individual fund data for each of these nonmajor proprietary funds, is provided in the form of combining
statements in the supplementary information section of this report.

The basic Proprietary Fund financial statements can be found on pages 42 — 46 of this report.

Fiduciary Funds

Fiduciary Funds are used to account for resources held for the benefit of parties outside the State. Fiduciary
Funds are not reflected in the government-wide financial statements because the resources of those funds
are not available to support the State’s own programs. The accounting used for Fiduciary Funds is much
like that used for Proprietary Funds.

The basic Fiduciary Fund financial statements can be found on pages 47 — 49 of this report.

Notes to Basic Financial Statements

The notes to basic financial statements provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements. The notes to the
basic financial statements can be found on pages 53 — 110 of this report.
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Other Supplementary Information

In addition to the basic financial statements and accompanying notes, this report presents the combining
statements referred to earlier in connection with non-major Governmental, Proprietary and Fiduciary
Funds. These statements are presented immediately following the notes to the basic financial statements.
The total columns of these combining financial statements carry to the applicable fund financial
statements.

The financial highlights and analysis which follow focus on the Primary Government (governmental and
business-type activities of the State). Separate financial statements for each of the State’s Component
Units, including their respective management’s discussion and analysis, can be obtained from the
Department of Accounting and General Services. All amounts, unless otherwise indicated, are expressed in
thousands of dollars.

Financial Highlights

. The assets of the State exceeded its liabilities at June 30, 2002 by $9,033,533 (net assets). Of this
amount, $959,177 (unrestricted net assets) may be used to meet the State’s ongoing obligations to
citizens and creditors.

. The State’s total net assets decreased by $305,431 during the current fiscal year.

. At June 30, 2002, the State’s Governmental Funds reported combined ending fund balances of
$1,950,866, an increase of $84,197 from the prior fiscal year. Of this amount, $379,373 or 19.4% of
total fund balances are available for spending at the State’s discretion (unreserved fund balance).

° At June 30, 2002, the unreserved fund balance for the General Fund was $348,777 or 10.8% of total
General Fund expenditures.

. The State’s long-term liabilities increased by $299,510 (6%) during the current fiscal year. The key
factor in the increase was the issuance of $550,000 in general obligation bonds for the purpose of
financing public improvement projects.

Government-Wide Financial Analysis

This is the first year that the State has presented its basic financial statements under the new reporting
model required by GASB Statement No. 34. Because this reporting model changes significantly the
presentation of financial data, the State has not restated prior fiscal years for the purpose of providing
comparative information for the MD&A. In future years, when prior year information is available, a
comparative analysis of government-wide data will be presented.
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Net Assets
June 30, 2002

(Amounts in thousands)

Primary Government

Governmental Business-Type
Activities Activities Total
Assets:
Current and other assets $ 2,196,787 $ 1,435,002 $ 3,631,789
Capital assets 9,270,131 2,093,341 11,363,472
Total assets 11,466,918 3,528,343 14,995,261
Liabilities:
Long-term liabilities 4,451,879 1,111,406 5,563,285
Other liabilities 296,521 101,922 398,443
Total liabilities 4,748,400 1,213,328 5,961,728
Net assets (deficit):
Invested in capital assets, net of
related debt 5,675,825 1,095,297 6,771,122
Restricted 1,128,075 175,159 1,303,234
Unrestricted (85,382) 1,044,559 959,177
Total net assets $ 6,718,518  § 2,315,015  § 9,033,533
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Analysis of Net Assets

Net assets are a useful indicator of a government’s financial position. For the State, total assets exceed
liabilities by $9,033,533 at the end of the current fiscal year.

By far the largest portion of the State’s net assets ($6,771,122 or 75.0%) reflects its investment in capital
assets (e.g., land, infrastructure, buildings, and equipment), less any related debt used to acquire those
assets that is still outstanding. The State uses these capital assets to provide services to citizens;
consequently, these assets are not available for future spending. Although the State’s investment in its
capital assets is reported net of related debt, it should be noted that the resources needed to repay this debt
must be provided from other sources, since the capital assets themselves cannot be used to liquidate these
liabilities.

An additional portion of the State’s net assets ($1,303,234 or 14.4%) represents resources that are subject
to external restrictions or enabling legislation on how they may be used. The remaining balance of
unrestricted net assets ($959,177 or 10.6%) may be used to meet the State’s ongoing obligations to citizens
and creditors.

At June 30, 2002, the State is able to report positive balances in all three categories of net assets for the
government as a whole. The negative balance in unrestricted net assets ($85,382) for the State’s
governmental activities is attributable to recording additional long-term liabilities in the government-wide
financial statements as required by GASB Statement No. 34.

Changes in Net Assets

The State’s net assets decreased by $305,431 or 3.3% during the fiscal year ended June 30, 2002.
Approximately 57.6% of the State’s total revenues came from taxes, while 27.7% resulted from grants and
contributions (including federal aid). Charges for various goods and services provided 10.7% of the total
revenues. The State’s expenses cover a range of services. The largest expenses were for higher and lower
education, welfare, and transportation (highways, airports, and harbors).

19



STATE OF HAWAII

Management’s Discussion and Analysis

June 30, 2002
Changes in Net Assets
For the Fiscal Year Ended June 30, 2002
(Amounts in thousands)
Primary Government
Governmental Business-Type
Activities Activities Total
Revenues:
Program revenues:
Charges for services 196,412 416,227 $ 612,639
Operating grants and contributions 1,480,902 181 1,481,083
Capital grants and contributions 75,716 23918 99,634
General revenues:
Taxes 3,285,733 3,285,733
Interest and investment income 70,911 60,002 130,913
Other 93,718 — 93,718
Total 5,203,392 500,328 5,703,720
Expenses:
General government 469,438 — 469,438
Public safety 247,205 — 247,205
Highways 346,241 — 346,241
Conservation of natural resources 30,220 30,220
Health 498,068 — 498,068
Welfare 1,335,207 — 1,335,207
Lower education 1,488,825 1,488,825
Higher education 455,037 — 455,037
Other education 88,605 — 88,605
Culture and recreation 69,354 69,354
Urban redevelopment and housing 1,236 — 1,236
Economic development and assistance 267,451 — 267,451
Interest expense 142,118 — 142,118
Airports — 279,654 279,654
Harbors — 46,315 46,315
Health and unemployment — 214,470 214,470
Total 5,439,005 540,439 5,979,444
Decrease in net assets before
transfers (235,613) (40,111) (275,724)
Transfers (46,810) 17,103 (29,707)
Change in net assets (282,423) (23,008) (305,431)
Net assets — July 1, 2001 7,000,941 2,338,023 9,338,964
Net assets — June 30, 2002 6,718,518 2,315,015 $ 9,033,533
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Program Revenues By Source — Governmental Activities
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Analysis of Changes in Net Assets

The State’s net assets decreased by $305,431 during the current fiscal year. This decrease is explained in
the governmental and business-type activities discussion below, and is primarily a result of a decrease in
revenues.

Governmental Activities

Governmental activities decreased the State’s net assets by $282,423. Key elements of this decrease are a
result of lower tax revenues and higher expenses for higher and lower education, welfare, health, and
public safety.

A comparison of the cost of services by function of the State’s governmental activities is shown below,
along with the revenues used to cover the net expenses of the governmental activities:
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Governmental
Activities
Expenses net of program revenues:
General government $ 293,343
Public safety 194,571
Highways 209,433
Conservation of natural resources (28,289)
Health 315,281
Welfare 518,675
Lower education 1,295,346
Higher education 455,037
Other education 85,605
Culture and recreation 59,269
Urban development and housing (8,748)
Economic development and assistance 154,334
Interest expense 142,118
Total governmental activities program expenses
net of revenues 3,685,975
General revenues:
Taxes 3,285,733
Interest and investment income 70,911
Transfers (46,810)
Other 93,718
Total general revenues 3,403,552
Decrease in governmental activities net assets $ 282,423
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Business-Type Activities
Revenues By Source — Business-Type Activities
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Business-type activities decreased the State’s net assets by $23,008 or 1.0%, during the current fiscal year.
Key elements of this decrease are as follows.

e  Operating revenues of business-type activities were significantly affected by the events of
September 11, 2001. Most of the revenues generated by Airports are directly related to the number
of passengers and aircraft operations in and out of the State.
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e Airport landing fees and Airport system support charges of $19,200 and minimum annual
guarantee rents of $26,100 were waived by the Governor based on Act 15 enacted by the State
Legislature in its Third Special Session of 2001. The purpose of this law was to provide
immediate relief to facilitate continuity of business activities and services, minimize employee
layoffs, and prevent endangerment of public health, safety, or welfare, in the wake of the
September 11, 2001 terrorist attack. The waiver of these fees contributed to the decrease in
business-type activities net assets for fiscal 2002.

Key elements of the State’s business-type activities for the fiscal year ended June 30, 2002, are as follows:

Program Revenues

Operating/ Expenses

Capital Net of
Charges for Grants and Program
Services Contributions Total Expenses Revenues

Airports $ 182,895 $ 22,986 $ 205,881 $ 279,654  $ 73,773
Harbors 66,166 1,113 67,279 46,315 (20,964)
Health and unemployment 167,166 — 167,166 214,470 47,304
Total $ 416,227 $ 24,099 $ 440,326 $ 540,439 $ 100,113

Financial Analysis of the State’s Individual Funds

As noted earlier, the State uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements.

Governmental Funds

The focus of the State’s Governmental Funds is to provide information on near-term inflows, outflows, and
balances of spendable resources. Such information is useful in assessing the State’s financing
requirements. In particular, unreserved fund balance may serve as a useful measure of a government’s net
resources available for spending at the end of the fiscal year.

As of the end of the current fiscal year, the State’s Governmental Funds reported combined ending fund
balances of $1,950,866, an increase of $84,197 in comparison with the prior fiscal year. Approximately
$379,373 or 19.4% of this total amount constitutes unreserved fund balance, which is available for
spending at the State’s discretion in the coming fiscal year. The remainder of fund balance is reserved to
indicate that it is not available for new spending because it has already been committed (1) to liquidate
contracts and purchase orders of the prior period or are legally segregated for a specific future use
($1,180,075), (2) for notes and loan receivables, advances and investments ($242,577), (3) for federal aid
highway project encumbrances ($120,191), or (4) for a variety of other restricted purposes ($28,650).
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The General Fund is the chief operating fund of the State. At the end of the current fiscal year, unreserved
fund balance of the General Fund was $348,777, while total fund balance reached $578,729. As a measure
of the General Fund’ s liquidity, it may be useful to compare both unreserved fund balance and total fund
balance to total fund expenditures. Unreserved fund balance represents 10.8% of total General Fund
expenditures, while total fund balance represents 18.0% of that same amount.

The fund balance of the State’s General Fund decreased by $226,691 during the current fiscal year due
primarily to lower tax revenues and an increase in expenditures for higher and lower education, health, and
public safety. The fund balance of the State’s Capital Projects Fund increased by $197,578 during the
current fiscal year. The increase was due primarily to the issuance of $550,000 general obligation bonds
for financing public improvement projects. The fund balance of the State’s other nonmajor Governmental
Funds increased by $113,310 during the current fiscal year. The increase was due to an increase in federal
assistance payments under federal and state programs.

Proprietary Funds

The State’s Proprietary Funds provide the same type of information found in the government-wide
financial statements, but in more detail. At the end of the current fiscal year, Airports had a decrease in net
assets of $23,092 and Harbors had an increase in net assets of $26,747. Other factors concerning the
finances of Airports and Harbors have already been addressed in the discussion of the State’s business-type
activities.

Fiduciary Funds

The State maintains Fiduciary Funds for the assets of the Hawaiian Home Lands Trust. As of the end of the
current fiscal year, the net assets of the Hawaiian Home Lands Trust totaled $113,814, representing an
increase of $22,589 in total net assets since June 30, 2001.

General Fund Budgetary Highlights

The General Fund revenue shortfall was $87,300 or 2.5% less than the final budget. The shortfall was
primarily attributed to lower general excise and net income taxes of $55,800 and $46,800, respectively.

The General Fund expenditure budget increased by $171,600 from the original to the final budget. Most of
the increase is due to the original budget consisting only of the appropriations contained in the general
appropriation acts of the executive and judicial branches. Budgets that are not part of this original budget
include: $110,800 in employees’ salary adjustments; $10,100 to the Department of Budget and Finance for
social security and medicare expenses of the Public Employees’ Retirement Program; $14,200 for the State
Legislature; $11,000 for claims and settlements against the State; and $5,000 of emergency appropriation
to the Hawaii Health Systems Corporation. The difference between the final budget and actual
expenditures on a budgetary basis was $102,600. The positive variance in Lower Education resulted when
the Department of Education carried over $33,700 of unencumbered appropriations into the next fiscal
year. By law, the Department of Education is allowed to carry over up to 5% of its unencumbered
appropriations in the School-Based Budgeting and Comprehensive School Support Services programs. The
positive variance in General Government is primarily attributed to $9,900 of amounts appropriated for
collective bargaining cost items, $7,500 of the amount appropriated for debt service payments, and $7,800
of appropriations made to the State Legislature that can be carried over to the next fiscal year.
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Capital Asset and Debt Administration
Capital Assets

The State’s investment in capital assets for its governmental and business-type activities as of June 30,
2002 amounted to $11,363,472 (net of accumulated depreciation of $4,948,152). This investment in capital
assets includes land, buildings and improvements, machinery and equipment, park facilities, roads,
highways, and bridges. Major capital improvement projects, which received funding in the fiscal year
ended June 30, 2002, included the following:

e  $300 million for a university health and wellness center.

e $29 million for additional increments for Kopolei High School and Mililani Mauka II
Elementary School.

e  §$52 million for various other school and university projects.

Additional information on the State’s capital assets can be found in note 5 of the notes to the basic
financial statements.

Debt Administration

At the end of the current fiscal year, the State had total bonded debt outstanding of $4,972,999. Of this
amount, $3,568,956 comprises debt backed by the full faith and credit of the State and $1,404,043 (i.e.,
revenue bonds) is revenue bonded debt which is payable from and secured solely by the specified revenue
sources. A breakdown of the State’s total bonded debt is shown below:

Long-Term Debt
June 30, 2002 and 2001

(Amount in thousands)

Governmental Activities Business-Type Activities Total

June 30,2002  June 30, 2001 June 30,2002  June 30,2001 June 30,2002  June 30,2001

General obligation
bonds $ 3,568,001 $ 3,225635 § 955  § 1,799 $ 3,568,956 § 3,227,434
Revenue bonds 297,995 231,295 1,106,048 1,160,872 1,404,043 1,392,167

Total $ 386599 $ 3,456,930 § 1,107,003 $ 1,162,671 $§ 4,972,999 $ 4,619,601
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The State’s total debt increased by $353,398 (8%) during the current fiscal year. The key factor in this increase
was the issuance of $550,000 in general obligation bonds for financing public improvement projects. During the
current fiscal year, the Department of Transportation — Highways Division (Highways) issued $70,000 of
revenue bonds, and Harbors issued $24,400 in revenue bonds.

The State’s general obligation bonds have been rated by Moody’s Investors Service (Aaa), by Standard and
Poor’s Corporation (AAA) and by Fitch, Inc (AAA). The payment of the principal and interest on the general
obligation bonds are guaranteed under an insurance policy. Highways’ revenue bonds have been rated by
Moody’s Investors Service (insured-Aaa, uninsured-Aa3), by Standard and Poor’s Corporation (insured-AAA,
uninsured-AA) and by Fitch IBCA, Inc. (insured-AAA, uninsured-AA-), and Harbors’ revenue bonds have been
rated by Moody’s Investors Service (Aaa) by Standard & Poor’s Corporation (AAA) and by Fitch IBCA, Inc.
(AAA).

The State Constitution limits the amount of general obligation bonds which may be issued. As required by law,
the Director of Finance has confirmed that the State was within its legal debt limit. The legal debt margin at
June 30, 2002 was $134,650.

Additional information on the State’s long-term debt can be found in notes 7, 8, and 9 of the notes to the basic
financial statements.

Economic Factors and Next Year’s Budget

The unemployment rate for the State is currently 4.4%, which is a decrease from a rate of 0.1% a year ago. This
is the lowest unemployment rate since 1993.

General Fund tax revenues decreased 5.0% for the first ten months of 2002. General excise and use tax
collections, which is the largest source of revenue and a good measure of economic activity, showed a 0.8%
decrease for the same period. Additionally, transient accommodations tax revenue decreased by 11.1%, showing
the negative impact of declining visitor demand.

Inflation in Hawaii is increasing but still remains relatively low. Between the first half of 2001 and the first half
of 2002, the Honolulu Consumer Price Index (CPI) for urban consumers increased by 1.5%. In comparison, the
CPI for the U.S. increased at a 1.3% annual rate over the same period.

The Council of Revenues in March 2003 revised the revenue growth rate from 6.1% to 4.3% resulting in a loss of
$51,600 in anticipated general fund revenues. In anticipation of reduced revenues, the Governor imposed in late
December 2002, a hiring freeze of non-essential vacant positions and a 5% reduction to discretionary funds for
executive departments that realized approximately $25,000 in savings. General funded budget reductions of
about $25,000 have also been submitted to amend the next biennium budget currently before the Legislature.
Debt restructuring, transferring moneys from Special Revenue Funds, and restricting the amount of tax credits
are other proposals being considered to make up the anticipated decline in revenues.
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Requests for Information

Questions concerning any of the information provided in this report or requests for additional financial
information should be addressed to the Comptroller, Department of Accounting and General Services, P.O.
Box 119, Honolulu, Hawaii 96810-0119. General information about the State can be found at the State’s website,
http://www.state.hi.us
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STATE OF HAWAII
Statement of Net Assets

June 30, 2002

(Amounts in thousands)

ASSETS
Cash and short-term investments (note 4)
Receivables:
Taxes

Accounts and accrued interest, net
Notes, loans, and mortgages, net
Federal government

Other, net

Internal balances (note 10)

Due from Component Units (note 10)
Due from Primary Government (note 10)
Investments (note 4)

Inventories:
Developments in progress and dwelling unit:
Materials and supplies

Net investment in financing lease (note 8)
Restricted assets (notes 4 and 8)

Other assets:
Prepaid expenses
Bond issue costs
Other

Capital assets (notes 5, 6, 7, and 8):
Land and land improvements
Infrastructure
Construction in progress
Buildings, improvements, and equipmen
Accumulated depreciation

Total Capital Assets, Net
Total Assets

See accompanying notes to basic financial statements.

$

$

Primary Government

Governmental Business-Type Component
Activities Activities Total Units

220,393 § 824949 § 1,045,342 $ 351,177
295,701 31,000 326,701 —
— 39,411 39,411 138,644
248,272 — 248,272 107,213
51,000 6,209 57,209 7,573
4,597 298 4,895 4,393
1,232 (1,232) — _
6,000 — 6,000 —

— — — 11,742
1,369,591 147,277 1,516,868 567,105
— — — 97,735

— 261 261 20,086

— — — 18,160

— 377,200 377,200 853,032

— 485 485 17,232

— 9,144 9,144 6,171

1 — 1 —
1,630,357 1,338,415 2,968,772 78,478
8,184,263 — 8,184,263 25,834
672,238 127,178 799,416 102,148
2,620,697 1,738,476 4,359,173 1,991,267
(3,837,424) (1,110,728) (4,948,152) (983,793)
9,270,131 2,093,341 11,363,472 1,213,934
11,466,918 $ 3,528,343 $§ 14,995,261 $ 3,414,197
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LIABILITIES

Vouchers and contracts payable

Other accrued liabilities (note 14
Prepaid airport use charge fund (note 12}
Due to Component Units (note 10

Due to Primary Government (note 10’
Due to federal government

Deferred revenue

Estimated future costs of land sold

Other

Payable from restricted assets:
Contracts payable, accrued interest, and othe:
Matured bonds and interest payable

Re

venue bonds payable, net (notes 8 and 9

General obligation bonds payable (notes 7 and 9
Long-term liabilities
Due within one year:

General obligation bonds payable (notes 7 and 9

Notes, mortgages, and installment contracts payable (note 6
Accrued vacation and retirement benefits payable (note 9
Revenue bonds payable, net (notes 8 and 9

Reserve for losses and loss adjustment costs (notes 9 and 16

Claims and judgments payable (notes 9 and 14’
Capital lease obligations (notes 9 and 12
Deferred commitment fees (note 9

Due in more than one year:

General obligation bonds payable (notes 7 and 9

Notes, mortgages, and installment contracts payable (note 6
Accrued vacation and retirement benefits payable (note 9
Revenue bonds payable, net (notes 8 and 9

Reserve for losses and loss adjustment costs (notes 9 and 16

Claims and judgments payable (notes 9 and 16
Capital lease obligations (notes 9 and 12
Deferred commitment fees (note 9

Total Liabilities

NET ASSETS

Invested in capital assets, net of related debt

Restricted for:
Capital maintenance projects
Health and welfare
Other purposes
Bond requirements and othe:

Unrestricted

Total Net Assets

Primary Government

Governmental Business-Type Component
Activities Activities Total Units

$ 159,787  § 26,911 $ 186,698 78,516
61,782 25,577 87,359 145,608
— 469 469 —

11,742 — 11,742 —

— — — 6,000

— — — 82

— 566 566 13,359

— — — 43,180

— 18 18 11,341

— 48,034 48,034 —

63,210 347 63,557 —

— 42,857 42,857 —

— 456 456 —
233,262 274 233,536 2,588
— — — 1,280

52,933 2,143 55,076 15,409
9,115 — 9,115 13,976
63,900 837 64,737 3,784
30,000 — 30,000 —
2,895 — 2,895 7,382

— — — 644
3,334,739 225 3,334,964 13,404
— — — 23,812

98,550 5,110 103,660 44,812
288,880 1,056,241 1,345,121 989,532
34,500 3,263 37,763 6,112
235,600 — 235,600 —
67,505 — 67,505 32,855
— — — 5,740
4,748,400 1,213,328 5,961,728 1,459,416
5,675,825 1,095,297 6,771,122 834,517
212,488 — 212,488 —
337,998 — 337,998 —
577,589 — 577,589 —
— 175,159 175,159 1,091,265
(85,382) 1,044,559 959,177 28,999

$ 6,718,518 $ 2,315,015 $ 9,033,533 1,954,781
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STATE OF HAWAII

Statement of Activities

For the Fiscal Year Ended June 30, 2002

(Amounts in thousands

Program Revenues

Net (Expense) Revenue and Changes in Net Assets

Operating Capital Primary Government
Charges Grants and Grants and Governmental Business-Type Component
FUNCTIONS/PROGRAMS Expenses for Services Contributions  Contributions Activities Activities Total Units
Primary Government:
Governmental Activities
General government $ 469,438 § 57,119 § 117,498  § 1,478 § (293,343) § — 8 (293,343)
Public safety 247,205 23,871 28,763 — (194,571) — (194,571)
Highways 346,241 1,485 61,086 74,237 (209,433) — (209,433)
Conservation of natural resources 30,220 20,682 37,827 — 28,289 — 28,289
Health 498,068 25,784 157,003 — (315,281) — (315,281)
Welfare 1,335,207 458 816,074 — (518,675) — (518,675)
Lower education 1,488,825 29,287 164,191 1 (1,295,346) — (1,295,346)
Higher education 455,037 — — (455,037) — (455,037)
Other education 88,605 2,727 273 — (85,605) — (85,605)
Culture and recreation 69,354 7,696 2,389 (59,269) — (59,269)
Urban redevelopment and housing 1,236 9,980 — 8,748 — 8,748
Economic development and assistance 267,451 27,299 85,818 — (154,334) — (154,334)
Interest expense 142,118 — — — (142,118) — (142,118)
Total Governmental Activities 5,439,005 196,412 1,480,902 75,716 (3,685,975) — (3,685,975)
Business-Type Activities:
Airports 279,654 182,895 — 22,986 — (73,773) (73,773)
Harbors 46,315 66,166 181 932 — 20,964 20,964
Health and unemployment 214,470 167,166 — — — (47,304) (47,304)
Total Business-Type Activities 540,439 416,227 181 23,918 — (100,113) (100,113)
Total Primary Government $ 5979444 $ 612,639 $§ 1,481,083 § 99,634 $  (3,685975) $§  (100,113) $  (3,786,088)
Component Units:
University of Hawai $ 821,645 § 170,944  § 212,270 $ 30914 $  (407,517)
Housing and Community Development
Corporation of Hawaii 180,055 70,943 65,862 10,800 (32,450)
Hawaii Health Systems Corporation 297,644 267,296 947 2,287 (27,114)
Hawaii Hurricane Relief Func 9,971 5,113 — — (4,858)
Total Component Units $ 1309315 $ 514,296 $ 279,079 $ 44,001 (471,939)
General Revenues:
Taxes:
General excise tax $ 1,653,960 $ — 3 1,653,960 —
Net income tax — corporations and individuals 1,090,023 — 1,090,023 —
Public service companies tax 93,406 — 93,406 —
Transient accommodations tax 87,214 — 87,214 —
Tobacco and liquor taxes 104,638 — 104,638 —
Liquid fuel tax 74,661 — 74,661 —
Tax on premiums of insurance companies 68,579 — 68,579 —
Vehicle weight and registration tax 41,969 — 41,969 —
Rental motor/tour vehicle surcharge 36,054 — 36,054 —
Others 35,229 — 35,229 —
Interest and investment income 70,911 60,002 130,913 60,585
Other 93,718 — 93,718 1,543
Cumulative Effect of Accounting Change
and Extraordinary Item (note 15) — — — (1,469)
Transfers (note 11) (46,810) 17,103 (29,707) —
Payments from the State — — — 480,724
Total General Revenues, Cumulative
Effect of Accounting Change,
Extraordinary Item, Transfers,
and Payments from the State 3,403,552 77,105 3,480,657 541,383
Change in Net Assets (282,423) (23,008) (305,431) 69,444
Net Assets — Beginning 7,000,941 2,338,023 9,338,964 1,885,337
Net Assets — Ending $ 6718518 § 2315015 § 9,033,533 § 1,954,781

See accompanying notes to basic financial statements.
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STATE OF HAWAII

Governmental Funds
Balance Sheet

June 30, 2002

(Amounts in thousands)

ASSETS
Cash and short-term investments (note 4)
Receivables:
Taxes

Notes and loans, net
Federa government
Other

Due from other funds (note 10)
Due from Proprietary Funds (note 10)
Due from Component Units (note 10)
Investments (note 4)
Other assets

Total Assets

LIABILITIESAND FUND BALANCES
Liabilities:
Vouchers and contracts payable
Other accrued liabilities
Due to other funds (note 10)
Due to Component Units (note 10)
Payable from restricted assets — matured bonds
and interest payable
Deferred revenue

Total Liabilities
Fund Balances:

Reserved for:
Continuing appropriations
Receivables and advances
Federal aid highway project encumbrances
Bond redemption and other

Unreserved:
Designated for future expenditures
Undesignated

Total Fund Balances
Total Liabilities and Fund Baances

See accompanying notes to basic financial statements.

Capital Other Total
General Projects Governmental  Governmental
Fund Fund Funds Funds

52,567 $ 48235 $ 119591 $ 220,393
288,501 — 7,200 295,701
404 — 247,868 248,272
— — 51,000 51,000
160 218 4,219 4,597
140,900 — 79 140,979
— 1,232 — 1,232
6,000 — — 6,000
289,143 238,100 842,348 1,369,591
— — 1 1
777675 $ 287,785 $ 1272306 $ 2,337,766
124465 $ 13795 % 21527  $ 159,787
51,160 — 10,622 61,782
79 89,900 51,000 140,979
11,742 — — 11,742
— — 1,110 1,110
11,500 — — 11,500
198,946 103,695 84,259 386,900
229,430 684,949 265,696 1,180,075
522 — 242,055 242,577
— 120,191 — 120,191
— — 28,650 28,650
37,670 — 231,864 269,534
311,107 (621,050) 419,782 109,839
578,729 184,090 1,188,047 1,950,866
777675 $ 287,785 $ 1272306 $ 2,337,766
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STATE OF HAWAII

Reconciliation of the Governmental Funds Balance Sheet

to the Statement of Net Assets

June 30, 2002

(Amounts in thousands)

Total Fund Balance — Governmental Funds

Amounts reported for governmental activities in the statement of net assets

are different because:

Capital assets used in governmental activities are not financial resources
and therefore are not reported in the funds. Those assets consist of:

Land and land improvements
Infrastructure

Construction in progress

Buildings, improvements, and equipment
Accumulated depreciation

Accrued interest payable is not recognized in governmental funds.

Other long-term assets are not available to pay for current-period expenditures
and are deferred, or not recognized, in governmental funds, such as deferred

tax revenue.

Some liabilities are not due and payable in the current period and
therefore are not reported in the funds. Those liabilities consist of:

General obligation bonds payable

Accrued vacation payable

Revenue bonds payable

Reserve for losses and loss adjustment costs
Claims and judgments payable

Capital lease obligations

Net Assets of Governmental Activities

See accompanying notes to basic financia statements.
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1,630,357
8,184,263

672,238
2,620,697

(3,837,424)

(3,568,001)
(151,483)
(297,995)

(98,400)
(265,600)

(70,400)

$

$

1,950,866

9,270,131
(62,100)

11,500

(4,451,879)
6,718,518



STATE OF HAWAII
Gover nmental Funds

Statement of Revenues, Expenditures, and Changesin Fund Balances (Deficit)

For the Fisca Y ear Ended June 30, 2002

(Amounts in thousands)

Revenues:
Taxes:

General excisetax
Net income tax — corporations and individuals
Public service companies tax
Transient accommodations tax
Tobacco and liquor taxes
Liquid fuel tax
Tax on premiums of insurance companies
Vehicle weight and registration tax
Rental motor/tour vehicle surcharge
Others

Total Taxes

Interest and investment income

Charges for current services

Intergovernmental

Rentals

Fines, forfeitures, and penalties

Licenses and fees

Revenues from private sources

Accrued interest on general obligation bonds sold
Other

Total Revenues

Expenditures (note 5):
Current:
General government
Public safety
Highways
Conservation of natural resources
Hedlth
Welfare
Lower education
Higher education
Other education
Culture and recreation
Urban redevel opment and housing
Economic development and assistance
Debt service

Total Expenditures
Excess (Deficiency) of Revenues Over Expenditures

Other Financing Sour ces (Uses):
Proceeds from general obligation and revenue bonds (notes 7 and 8)
Transfersin (note 11)
Transfers out (note 11)
Other

Tota Other Financing Sources (Uses)

Net Change in Fund Balances
Fund Balances (Deficit) — Beginning, asrestated (note 2)
Fund Balances— Ending

See accompanying notes to basic financia statements.
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Capital Other Total
General Projects Governmental Governmental
Fund Fund Funds Funds

1641008 $ — 9752 $ 1,650,760
1,081,723 — — 1,081,723
93,406 — — 93,406
27,271 — 59,943 87,214
103,560 — 1,078 104,638
— — 74,661 74,661
67,941 — 638 68,579
— — 41,969 41,969
— — 36,054 36,054
26,909 — 8,320 35,229
3,041,818 — 232,415 3,274,233
33,797 — 37,114 70,911
23,562 — 141,270 164,832
2,322 — 1,255,693 1,258,015
13,190 — 17,393 30,583
17,873 — 5,908 23,781
980 — 23,499 24,479
1,462 — 68,129 69,591
2,443 — — 2,443
105,441 — 75,785 181,226
3,242,888 — 1,857,206 5,100,094
369,399 53,788 51,081 474,268
173,544 7,162 59,459 240,165
— 119,529 116,407 235,936
27,726 2,004 26,859 56,679
354,626 3,364 142,231 500,221
513,656 723 819,699 1,334,078
1,239,426 90,709 189,876 1,520,011
450,891 71,044 — 521,935
3,937 77,433 10,531 91,901
34,537 10,097 23,845 68,479
1,370 119 10,094 11,583
45,475 40,024 181,520 267,019
— — 362,600 362,600
3,214,587 476,086 1,994,202 5,684,875
28,301 (476,086) (136,996) (584,781)
— 622,070 — 622,070
6,652 88,008 340,951 435,611
(334,244) (36,414) (111,763) (482,421)
72,600 — 21,118 93,718
(254,992 673,664 250,306 668,978
(226,691) 197,578 113,310 84,197
805,420 (13,488) 1,074,737 1,866,669
578729 $ 184090 $ 1183047 % 1,950,866




STATE OF HAWAII

Reconciliation of the Governmental Funds Statement of Revenues,
Expenditures, and Changesin Fund Balancesto the Statement of Activities

For the Fisca Y ear Ended June 30, 2002

(Amounts in thousands)

Total Net Change in Fund Balances — Governmental Funds $ 84,197

Amounts reported for governmental activities in the statement of activities
are different because:

Capital outlays are reported as expenditures in governmental funds.
However, in the statement of activities, the cost of capital assetsis
allocated over their estimated useful lives as depreciation expense. In
the current period, these amounts are:

Capital outlay $ 376,053
Depreciation expense (327,247)
Excess of capital outlay over depreciation expense 48,806

Bond proceeds provide current financial resources to governmental funds;
however, issuing debt increases long-term liabilities in the statement of
net assets. In the current period, thisis the amount of proceeds received
from general obligation bonds issued. (622,070)

Repayment of long-term debt is reported as an expenditure in governmental
funds, but the repayment reduces long-term liabilities in the statement of
net assets. In the current year, these amounts consist of:
Bond principal retirement 233,117
Capital lease payments 2,777
Fiscal agent’s fees and other expenses 266

Total long-term debt repayment 236,160

Revenue timing differences result in greater revenue in the government-wide
financial statements. 11,500

Accrued interest payable is not recognized in governmental funds. (12,900)

Some expenses reported in the statement of activities do not require the use of
current financial resources and therefore are not reported as expenditures in the
governmental funds:

Loss on sale of capital assets (3,643)
Change in accrued vacation payable (10,473)
Change in reserve for losses (14,000)
(28,116)
Change in Net Assets of Governmental Activities $ (282,423)

See accompanying notes to basic financia statements.
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STATE OF HAWAII

General Fund
Statement of Revenues, Expenditures, and Changesin Fund Balance

Budget and Actual (Budgetary Basis)

For the Fiscal Y ear Ended June 30, 2002

(Amounts in thousands)

Revenues:
Taxes

General excisetax
Net income tax:
Corporations
Individuals
Inheritance and estate tax
Liquor permits and tax
Public service companies tax
Tobacco tax
Tax on premiums of insurance companies
Franchise tax (banks and other financial institutions)
Transient accommodations tax
Other taxes, primarily conveyances tax

Non-taxes:

Tota Taxes

Interest and investment income
Charges for current services
Intergovernmental

Rentals

Fines, forfeitures, and penalties

Licenses and fees

Revenues from private sources

Accrued interest on general obligation bonds sold
Debt service requirements

Other

Tota Non-taxes
Totad Revenues

Expenditures:

Current:

General government
Public safety
Conservation of natural resources

Health

Hospitals

Welfare

Lower education

Higher education

Other education

Culture and recreation

Urban redevelopment and housing
Economic development and assistance

Housing

Socia security and pension contributions

Other

Total Expenditures
Excess (Deficiency) of Revenues over Expenditures

Other Financing Sour ces (Uses):

Transfers

Excess (Deficiency) of Revenues and Other Sources over Expenditures

and Other Uses

See accompanying notes to basic financial statements.
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Actual Variance—
Original Final (Budgetary Favorable
Budget Budget Basis) (Unfavorable)
1724292 % 1,658,384 $ 1,602,581 $ (55,803)
83,459 67,367 45,477 (21,890)
1,183,130 1,096,306 1,071,346 (24,960)
25,973 20,435 16,624 (3,811)
40,249 36,913 39,091 2,178
118,710 101,545 93,406 (8,139)
45,790 64,067 64,469 402
60,000 64,500 67,941 3,441
16,322 16,322 4,664 (11,658)
34,374 27,016 27,271 255
7,060 5,760 5,621 (139)
3,339,359 3,158,615 3,038,491 (120,124)
39,171 31,677 33,797 2,120
110,289 135,961 155,962 20,001
4,178 4,194 3,291 (903)
13,777 13,214 13,190 (24)
19,304 17,721 17,873 152
1,059 1,013 980 (33)
1,035 1,161 1,462 301
700 2,443 2,443 —
55,738 29,265 30,483 1,218
26,940 103,020 112,967 9,947
272,191 339,669 372,448 32,779
3,611,550 3,498,284 3,410,939 (87,345)
589,655 631,798 598,644 33,154
160,636 168,840 164,679 4,161
37,819 26,148 25,602 546
360,449 369,503 358,880 10,623
2,000 13,214 13,214 —
528,709 537,486 528,768 8,718
1,320,965 1,348,587 1,312,920 35,667
428,841 441,486 441,262 224
3,832 3,914 3,900 14
2,281 34,823 34,317 506
1,360 1,523 1,472 51
27,551 46,382 44,163 2,219
7,815 7,963 7,173 790
109,545 107,319 105,346 1,973
637 14,735 10,779 3,956
3,582,095 3,753,721 3,651,119 102,602
29,455 (255,437) (240,180) (189,947)
7,838 30,087 30,025 (62)
37293 % (225350) % (210,155) % (190,009)




STATE OF HAWALII

Proprietary Funds
Statement of Net Assets

June 30, 2002

(Amounts in thousands)

ASSETS
Current Assets:
Cash and short-term investments (note 4)
Receivables:
Taxes

Accounts and accrued interest (net of allowance for
doubtful accounts of $11,990)
Federa government
Other
Due to Capital Projects Fund (note 10)
Investments (note 4)
Inventory of materials and supplies
Prepaid expenses and other assets

Total Current Assets

Restricted Assets (notes 4, 5, and 8):
Cash and short-term investments
Investments — repurchase agreements
Net direct financing leases (note 12)

Total Restricted Assets

Noncurrent Assets:

Capital assets (notes 5, 6, and 8):
Land and land improvements
Construction in progress
Buildings and improvements
Equipment

Less accumulated depreciation

Net Capital Assets
Bond issue costs

Total Noncurrent Assets

Total Assets

See accompanying notes to basic financial statements.

Nonmajor Total
Proprietary Proprietary

Airports Harbors Funds Funds
574,707 $ 82,403 $ 167,839 $ 824,949
— — 31,000 31,000
31,348 8,063 — 39,411
4,086 2,123 — 6,209
298 — — 298
— (1,232) — (1,232)
— — 147,277 147,277
219 42 — 261
461 24 — 485
611,119 91,423 346,116 1,048,658
170,613 60,719 — 231,332
85,284 — — 85,284
41,944 18,640 — 60,584
297,841 79,359 — 377,200
992,524 345,891 — 1,338,415
76,207 50,971 — 127,178
1,246,316 306,032 — 1,552,348
175,091 11,037 — 186,128
(979,814) (130,914) — (1,110,728)
1,510,324 583,017 — 2,093,341
6,655 2,489 — 9,144
1,516,979 585,506 — 2,102,485
2425939 $ 756,288 $ 346,116 $ 3,528,343
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LIABILITIES

Current Liabilities:
Vouchers and contracts payable
Other accrued liabilities
Prepaid airport use charge fund
Deferred revenue
Genera obligation bonds payable, current portion (notes 7 and 9)
Accrued vacation, current portion (note 9)
Reserve for losses and l0ss adjustment costs (note 9)

Total Current Liabilities

Liabilities Payable from Restricted Assets:
Contracts payable, accrued interest, and other
Matured bonds and interest payable
Revenue bonds payable (notes 8 and 9)

Generd obligation bonds payable (notes 7 and 9)

Total Liabilities Payable from Restricted Assets

Long-Term Liabilities:
Generd obligation bonds payable (notes 7 and 9)
Accrued vacation (note 9)
Revenue bonds payable (net of unamortized bond premium,
bond discount, and loss on refunding) (notes 8 and 9)
Reserve for losses and | oss adjustment costs (note 9)
Other

Total Long-Term Liabilities
Total Liabilities

NET ASSETS

Invested in capital assets, net of related debt
Restricted for bond requirements and other
Unrestricted

Total Net Assets

$

Nonmajor Total
Proprietary Proprietary

Airports Harbors Funds Funds
25,107 1,757 % 47 26,911
5,273 2,221 18,083 25,577
469 — — 469
566 — — 566
274 — — 274
2,143 — — 2,143
837 — — 837
34,669 3,978 18,130 56,777
27,982 20,052 — 48,034
— 347 — 347
28,005 14,852 — 42,857
— 456 — 456
55,987 35,707 — 91,694
75 150 — 225
5,110 — — 5,110
844,943 211,298 — 1,056,241
3,263 — — 3,263
18 — — 18
853,409 211,448 — 1,064,857
944,065 251,133 18,130 1,213,328
739,035 356,262 $ — 1,095,297
175,159 — — 175,159
567,680 148,893 327,986 1,044,559
1,481,874 505,155 $ 327,986 2,315,015
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STATE OF HAWALII
Proprietary Funds

Statement of Revenues, Expenses, and Changesin Fund Net Assets

For the Fiscal Y ear Ended June 30, 2002

(Amounts in thousands)

Operating Revenues:
Concession fees
Unemployment compensation tax
Employee benefits
Airport use charges
Rentals
Intergovernmental
Services and others
Avidtion fue tax
Other

Total Operating Revenues

Operating Expenses:
Personal services
Depreciation (note 5)
Repairs and maintenance
Airports operations
Harbors operations
Fireboat operations
General administration
Unemployment compensation
Employee benefits
Other

Total Operating Expenses

Operating Income (L0ss)

Nonoper ating Revenues (Expenses):
Interest income
Interest expense

Amortization of bond discount and bond issue costs

Federal operating grants
Loss on disposal of capital assets
Other

Total Nonoperating Revenues (Expenses)
Income (Loss) Before Capital Contributions

and Transfers

Capital contributions
Transfers (note 11)

Changein Net Assets

Net Assets— Beginning, as restated (note 2)

Net Assets—Ending

See accompanying notes to basic financial statements.

$

Nonmajor Total
Proprietary Proprietary

Airports Harbors Funds Funds
102,788 % — 3 — 3 102,788
— — 141,670 141,670
— — 969 969
14,565 — — 14,565
58,743 21,995 — 80,738
— — 24,048 24,048
392 43,049 — 43,441
3,322 — — 3,322
3,085 1,122 479 4,686
182,895 66,166 167,166 416,227
84,526 9,453 — 93,979
84,730 11,591 — 96,321
20,430 4,492 — 24,922
25,101 — — 25,101
— 2,049 — 2,049
— 1,605 — 1,605
10,379 5,733 — 16,112
— — 213,682 213,682
— — 788 788
854 — — 854
226,020 34,923 214,470 475,413
(43,125) 31,243 (47,304) (59,186)
33,578 5,783 20,641 60,002
(47,333) (10,736) — (58,069)
— (638) — (638)
4,949 — — 4,949
(4,393) (18) — (4,4112)
(1,908) 181 — (1,727)
(15,107) (5,428) 20,641 106
(58,232) 25,815 (26,663) (59,080)
18,037 932 — 18,969
17,103 — — 17,103
(23,092) 26,747 (26,663) (23,008)
1,504,966 478,408 354,649 2,338,023
1,481,874 $ 505,155 $ 327986 $ 2,315,015




STATE OF HAWALII

Proprietary Funds
Statement of Cash Flows

For the Fiscal Y ear Ended June 30, 2002

(Amounts in thousands)

Nonmajor Total
Proprietary Proprietary
Airports Harbors Funds Funds
Cash Flows from Operating Activities:
Cash received from customers $ 155273  $ 64,699 $ 409,925 $ 629,897
Cash received from taxes — — 141,670 141,670
Cash received from federal and local agencies — — 24,048 24,048
Cash paid to suppliers (84,133) (14,444) — (98,577)
Cash paid to employees (47,088) (9,273) — (56,261)
Cash paid for unemployment compensation — — (213,682) (213,682)
Cash paid for employee benefits — — (444,115) (444,115)
Other cash receipts — — 479 479
Net Cash Provided by (Used in)
Operating Activities 24,052 41,082 (81,675) (16,541)
Cash Flows from Noncapital Financing
Activities:
Proceeds from federal operating grants 1,781 — — 1,781

Cash Flows from Capital and Related
Financing Activities:
Acquisition and construction of capital assets (32,403) (33,839) — (66,242)

Proceeds from issuance of refunding revenue bonds 24,549 — 24,549
Payments to refund revenue bonds — (24,117) — (24,117)
Repayment of general obligation bond principal (374) 77) — (451)
Repayment of revenue bond principal (48,810) (7,276) — (56,086)
Bond issue costs — 429 — 429
Interest paid on bonds (41,589) (11,429) — (53,018)
Proceeds from transfer in from Highways Division 17,103 — — 17,103
Proceeds from federal, state, and capital grants 19,498 — — 19,498
Net Cash Used in Capital and Related
Financing Activities (86,575) (52,618) — (139,193)
Cash Flows from Investing Activities:
Purchase of investments (107,985) — — (107,985)
Proceeds from sales and maturities of investments 107,496 — 36,951 144,447
Interest from investments 34,544 6,041 20,641 61,226
Net Cash Provided by Investing
Activities 34,055 6,041 57,592 97,688
Net Decrease in Cash and Cash
Equivaents (26,687) (5,495) (24,083) (56,265)
Cash and Cash Equivalents, including Restricted
Amounts— Beginning 772,007 148,617 191,922 1,112,546
Cash and Cash Equivalents, including Restricted
Amounts — Ending $ 745320 § 143,122  § 167,839 § 1,056,281
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STATE OF HAWALII

Proprietary Funds
Statement of Cash Flows (Cont’d)

For the Fiscal Y ear Ended June 30, 2002

(Amounts in thousands)

Reconciliation of Operating Income (L oss) to
Net Cash Provided by (Used in) Operating
Activities:

Operating income (l0ss)

Adjustments to reconcile operating income (loss)
to net cash provided by (used in) operating
activities:

Provision for uncollectible accounts

Depreciation

Nonoperating expense, net

Decrease (increase) in assets:
Recelvables
Inventory of materials and supplies
Prepaid expenses and other assets

Increase (decrease) in liabilities:
Vouchers and contracts payable
Other accrued liabilities
Prepaid airport use charge fund
Deferred revenue

Net Cash Provided by (Used in)
Operating Activities

Noncash Investing, Capital, and Financing
Activities:
Contributed capital assets
Amortization of bond discount and bond issue costs
Project costs written off
Contracts payable accrual for the acquisition of
capital assets
Capitalized interest

See accompanying notes to basic financial statements.

Nonmajor Total
Proprietary Proprietary

Airports Harbors Funds Funds
(43,125) $ 31,243 % (47,304) $ (59,186)
521 1,603 — 2,124
84,730 11,591 — 96,321
— 181 — 181
(15,930) (3,252) — (19,182)
— 5 — 5
— 109 — 109
1,576 151 (181) 1,546
8,451 (549) (34,190) (26,288)
(680) — — (680)
(11,491) — — (11,491)
24052 $ 41082 % (8L675) $ (16,541)
2630 $ — 3 — 3 2,630
— 638 — 638
4,393 — — 4,393
5,163 — — 5,163
4,561 — — 4,561
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STATE OF HAWAII

Fiduciary Funds
Statement of Fiduciary Net Assets

June 30, 2002

(Amounts in thousands)

ASSETS
Cash and short-term investments (note 4)

Recelvables;
Taxes
Notes

Tota Receivables

Investments (note 4):
Repurchase agreements
Corporate stocks
Liquid asset funds
U.S. government securities

Totd Investments
Total Assets

LIABILITIESAND NET ASSETS

Vouchers payable
Due to individuals, businesses, and counties

Totdl Liabilities
Net assets — held in trust for Hawaiian programs

See accompanying notes to basic financial statements.
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Private
Purpose Agency
Trust Fund Funds
62,146 $ 89,642
— 8,400
— 105
— 8,505
53,013 53,670
24 7
31 10
— 11
53,068 53,698
115214  $ 151,845
1,400 $ 4,499
— 147,346
1,400 $ 151,845
113,814
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STATE OF HAWAII

Fiduciary Funds
Statement of Changesin Fiduciary Net Assets

For the Fiscal Y ear Ended June 30, 2002

(Amounts in thousands)

Private
Purpose
Trust Fund
Additions:
Charges for current services $ 230
Rentals 1,226
Interest and investment income 8,151
Transfers from Capital Projects Fund (notes 11 and 14) 30,000
Other 12,353
Tota Additions 51,960
Deductions:
Personal services 1,854
Other 27,517
Tota Deductions 29,371
Change in Net Assets 22,589
Net Assets— Beginning 91,225
Net Assets— Ending $ 113,814

See accompanying notes to basic financial statements.
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STATE OF HAWALII

Component Units
Statement of Net Assets

June 30, 2002

(Amounts in thousands)

Housing and
Community Hawaii
Development Health Hawaii Total
University Corporation Systems Hurricane Component
ASSETS of Hawaii of Hawaii Corporation Relief Fund Units
Cash and short-term investments (note 4) $ 152,358 % 187,242  $ 6,970 $ 4607 $ 351,177

Receivables:
Accounts and accrued interest (net of
alowance for doubtful accounts of
$100,573) 76,188 6,587 52,914 2,955 138,644
Notes, loans, and mortgages (net of
alowance for doubtful accounts of

$5,740) 23,701 83,512 — — 107,213
Federa government — 7,573 — — 7,573
Other (net of allowance of $4,517) — 4,361 — 32 4,393
Due from Primary Government (note 10) 11,739 3 — — 11,742
Investments (note 4) 335,864 16,581 — 214,660 567,105
Inventories:

Developmentsin progress and dwelling units — 97,735 — — 97,735

Materias and supplies 12,058 600 7,428 — 20,086
Net investment in financing lease (note 8) — 18,160 — — 18,160
Prepaid expenses and other assets 14,554 2,619 59 — 17,232

626,462 424,973 67,371 222,254 1,341,060

Restricted assets (notes 4, 5, and 8):

Cash and short-term investments 90,836 40,586 — — 131,422

Investments:

U.S. government securities — 8,768 — — 8,768

Guaranteed investment contracts — 924 — — 924

Mortgage-backed securities — 459,140 — — 459,140

Repurchase agreements — 245,186 — — 245,186
Deposits, funded reserves, and other — 6,729 863 — 7,592

Tota Restricted Assets 90,836 761,333 863 — 853,032

Capital assets (notes 5, 6, and 8):
Land and land improvements 9,708 63,961 4,809 — 78,478
Infrastructure 25,834 — — — 25,834
Construction in progress 50,534 36,627 14,987 — 102,148
Buildings, improvements, and equipment 1,110,845 581,244 299,178 — 1,991,267
Less accumulated depreciation (567,945) (273,043) (142,805) — (983,793)
Total Capital Assets, Net 628,976 408,789 176,169 — 1,213,934

Other assets:

Bond issue costs — 6,171 — — 6,171
Tota Assets $ 1,346,274 $ 1,601,266 $ 244,403 $ 222,254  $ 3,414,197

See accompanying notes to basic financial statements.
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Housing and

Community Hawaii
Development Health Hawaii Total
University Corporation Systems Hurricane Component
LIABILITIES of Hawaii of Hawaii Corporation Relief Fund Units
Current Liabilities:
Vouchers and contracts payable $ 29,107 % 9,898 $ 39437 $ 4 % 78,516
Other accrued liabilities 74,548 29,400 41,660 — 145,608
Due to Primary Government (note 10) 6,000 — — — 6,000
Due to federal government — 82 — — 82
Deferred revenue 12,996 363 — — 13,359
Estimated future costs of land sold — 43,180 — — 43,180
Generd obligation bonds payable (notes 7 and 9) 2,588 — — — 2,588
Notes, mortgages, and installment contracts
payable (note 6) 575 137 568 — 1,280
Accrued vacation and retirement benefits
payable (note 9) 14,690 — 719 — 15,409
Revenue bonds payable (notes 8 and 9) 1,045 12,931 — — 13,976
Reserve for losses and | oss adjustment costs
(note 9) 3,784 — — — 3,784
Capital lease obligations (notes 9 and 12) 345 — 7,037 — 7,382
Deferred commitment fees — 644 — — 644
Other liabilities 9,202 1,618 521 — 11,341
Total Current Liabilities 154,880 98,253 89,942 74 343,149
Long-term Liabilities:
Genera obligation bonds payable
(notes 7 and 9) 13,404 — — — 13,404
Notes, mortgages, and installment contracts
payable (note 6) 1,703 10,686 11,423 — 23,812
Accrued vacation and retirement benefits
payable (note 9) 26,526 — 18,286 — 44,812
Revenue bonds payable (notes 8 and 9) 168,275 821,257 — — 989,532
Reserve for losses and | oss adjustment costs
(note 9) 6,112 — — — 6,112
Capital lease obligations (notes 9 and 12) 15,805 — 17,050 — 32,855
Deferred commitment fees — 5,740 — — 5,740
Total Liabilities 386,705 935,936 136,701 74 1,459,416
NET ASSETS
Invested in capital assets, net of related debt 425,259 268,793 140,465 — 834,517
Restricted 328,923 761,861 481 — 1,091,265
Unrestricted (deficit) 205,387 (365,324) (33,244) 222,180 28,999
Total Net Assets $ 959,569 $ 665,330 $ 107,702  $ 222,180 $ 1,954,781
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STATE OF HAWAII
Component Units

Statement of Revenues, Expenditures, and Changesin Net Assets

For the Fiscal Y ear Ended June 30, 2002

(Amounts in thousands)

Expenses (note 5) $

Program Revenues:
Charges for current services
Operating grants and contributions
Capital grants and contributions

Total Program Revenues
Net Program Expenses

General Revenues (Expenses):
Interest and investment income
Cumulative effect of accounting change
(note 15)
Extraordinary item (note 15)
Payments from the State
Other

Net General Revenues
Changein Net Assets
Net Assets— Beginning, as restated (note 2)

Net Assets—Ending $

See accompanying notes to basic financial statements.

Housing and
Community Hawaii
Development Health Hawaii Total
University Corporation Systems Hurricane Component
of Hawaii of Hawaii Corporation Relief Fund Units
821,645 $ 180,055 $ 297,644  $ 9,971 1,309,315
170,944 70,943 267,296 5,113 514,296
212,270 65,862 947 — 279,079
30,914 10,800 2,287 — 44,001
414,128 147,605 270,530 5,113 837,376
(407,517) (32,450) (27,114) (4,858) (471,939)
— 46,915 236 13,434 60,585
(1,191) — — — (1,191)
— (278) — — (278)
467,510 — 13,214 — 480,724
397 — 1,146 — 1,543
466,716 46,637 14,596 13,434 541,383
59,199 14,187 (12,518) 8,576 69,444
900,370 651,143 120,220 213,604 1,885,337
959,569 $ 665,330 $ 107,702  $ 222,180 1,954,781
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STATE OF HAWAII

Notes to Basic Financial Statements

June 30, 2002

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The basic financial statements of the State of Hawaii (the State) have been prepared in conformity with
accounting principles generally accepted in the United States of America (GAAP). The Governmental
Accounting Standards Board (GASB) is the accepted standard-setting body for establishing governmental
accounting and financial reporting principles. The more significant of the State’s accounting policies are
described below.

A. Reporting Entity

The State has defined its reporting entity in accordance with GASB Statement No. 14, The Financial
Reporting Entity. The accompanying basic financial statements present the financial activity of the
State (Primary Government) and its Component Units, entities for which the Primary Government is
considered to be financially accountable. Discretely presented Component Units are legally separate
organizations for which the Primary Government is financially accountable or for which the nature
and significance of their relationship to the Primary Government are such that exclusion would cause
the State’s reporting entity to be misleading or incomplete.

Primary Government

The following branches and departments are included in the State’s reporting entity because of the
significance of their operational or financial relationships with the State.

Executive:

Accounting and General Services
Agriculture

Attorney General

Budget and Finance

Business, Economic Development and Tourism
Commerce and Consumer Affairs
Defense

Education

Hawaiian Home Lands

Health

Human Resources Development
Human Services

Labor and Industrial Relations
Land and Natural Resources
Public Safety

Taxation

Transportation

Judicial

Legislative
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STATE OF HAWAII

Notes to Basic Financial Statements

June 30, 2002

Discretely Presented Component Units

The Component Units column in the basic financial statements includes the financial data of the
State’s discretely presented Component Units. They are reported in a separate column to emphasize
that they are legally separate from the State. The governing bodies of these discretely presented
Component Units are appointed by the State. The discretely presented Component Units are as
follows:

University of Hawaii

The State’s public institutions of higher education provide instruction and conduct research in, and
disseminate knowledge of agriculture, economics, history, languages, literature, mathematics,
mechanical arts, natural sciences, philosophy, political and social sciences, physics and such other
branches of advanced learning as the Board of Regents of the University of Hawaii (UH), may
prescribe, and the federal government require.

Hawaii Revised Statutes (HRS) Chapter 304 governs the activities of the UH. The activities of the
UH are under the general management of the Board of Regents consisting of 11 members who are
appointed and may be removed by the Governor.

Housing and Community Development Corporation of Hawaii

The Housing and Community Development Corporation of Hawaii (HCDCH) was established as a
corporate body to be placed within the Department of Business, Economic Development and
Tourism for administrative purposes. The HCDCH’s housing programs include performing housing
finance, housing development, and residential leasehold functions; and clearing, replanning, and
reconstructing areas in response to the State Legislature’s determination that there exists a critical
shortage of safe and sanitary, affordable housing units for lower income residents. The State has the
ability to influence the budget and programs of the HCDCH.

HRS Chapter 201G states that the HCDCH shall be a public body and a body corporate and politic.
The statute provides that the HCDCH shall be headed by a Board of Directors comprised of
nine members. The nine members consist of the following:

e Six public members appointed by the Governor (two appointed at large, and the remaining
four appointed from each of the counties of Honolulu, Hawaii, Kauai, and Maui);

e The Director of Business, Economic Development and Tourism;
e The Director of Human Services; and

e The Representative of the Governor’s Office.
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STATE OF HAWAII

Notes to Basic Financial Statements

June 30, 2002

Hawaii Health Systems Corporation

The Hawaii Health Systems Corporation (HHSC) was established as a corporate body to be placed
within the Department of Health for administrative purposes. The HHSC, consisting of the State
Hospitals, was created to provide quality health care for all of the people in the State, including those
served by small rural facilities, by freeing the facilities from unwarranted bureaucratic oversight.

Act 262, Session Laws of Hawaii (SLH) of 1996, states that the HHSC shall be a public body
corporate and politic and an instrumentality and agency of the State. The HHSC commenced
operations on July 1, 1996. The statute provides that the HHSC shall be governed by a Board of
Directors. The Board consists of the following 13 members:

e Ten members appointed by the Governor:

— One member from each of the counties of Honolulu, Kauai, and Maui;
- Two members from the county of Hawaii;

- One member from either the county of Kauai, or the county of Maui (district of
Hana or island of Lanai); and

- Four at-large members;

e The chairperson of the executive public health facility management advisory committee, as
an Ex Officio voting member;

e A physician appointed by the executive public health facility management advisory
committee; and

e The Director of Health, as an Ex Officio voting member.

The State has provided significant operating subsidies to the HHSC since its inception. Accordingly,
a financial benefit/burden relationship exists between the State and the HHSC.

Negotiations between the HHSC and the State relating to the allocation of assets, liabilities, and fund
balances between the Department of Health and the HHSC pursuant to Act 262 were ongoing as of
June 30, 2002. Accordingly, the assets, liabilities, and fund balances of the HHSC reflected in the
accompanying basic financial statements at June 30, 2002 may be significantly different from those
included in the final settlement.

The HHSC is comprised of the following State Hospitals:

Hilo Medical Center Kula Hospital

Hale Ho’ola Hamakua fka Honokaa Hospital =~ Lanai Community Hospital

Ka’u Hospital Leahi Hospital

Kauai Veterans Memorial Hospital Samuel Mahelona Memorial Hospital
Kohala Hospital Maluhia (A Long-Term Care Health Center)
Kona Community Hospital Maui Memorial Medical Center
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STATE OF HAWAII

Notes to Basic Financial Statements

June 30, 2002

Hawaii Hurricane Relief Fund

The Hawaii Hurricane Relief Fund (HHRF) was organized pursuant to, and operates in accordance
with, HRS Chapter 431P. The HHRF, which began its operations on July 1, 1993, was established as
a public body and a body corporate and politic to be placed within the Department of Commerce and
Consumer Affairs for administrative purposes. The HHRF was primarily organized to provide
hurricane property insurance policies in Hawaii in the event the private insurance market does not
make such policies readily available to consumers in Hawaii.

Due to the increase in the availability of hurricane property insurance coverage from the private
sector, the HHRF ceased writing hurricane property insurance policies effective December 1, 2000.

In conjunction with the HHRF’s cessation of providing hurricane property insurance coverage,
servicing carriers are exempted from the 3.75% assessment of their gross direct written premiums for
property and casualty insurance in Hawaii, once they begin to offer their own policies. All remaining
carriers are exempted effective September 30, 2001. Further, the collection of the special mortgage
recording fees from mortgagers has also been suspended as of July 1, 2001.

Although the HHRF no longer functions in its capacity to provide hurricane property insurance
coverage subsequent to November 2001, it has been determined at this time that the HHRF should
not be dissolved in the event it may need to re-enter the insurance market.

The HHRF is administered and operated by a Board of Directors. The Board consists of the
following seven members:

e The Insurance Commissioner, as an Ex Officio voting member, appointed by the Governor;
and

e Six members appointed by the Governor with the advice and consent of the Senate:
— Two members appointed by the Governor;

— Two members appointed by the Governor from a list of nominations submitted by
the President of the Senate; and

— Two members appointed by the Governor from a list of nominations submitted by
the Speaker of the House of Representatives.

Information for obtaining financial statements for the discretely presented Component Units may be
obtained from the Department of Accounting and General Services.

The Employees’ Retirement System of the State of Hawaii (ERS), which is administered on behalf
of public employees for both the state and county governments, and the Office of Hawaiian Affairs
(OHA), which exists for the betterment of the conditions of native Hawaiians, are excluded from the
State’s reporting entity because those agencies, based on the fiscal independence and/or separate
legal entity status criteria of GASB Statement No. 14, are not accountable to the State.
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STATE OF HAWAII

Notes to Basic Financial Statements

June 30, 2002

B. Government-Wide and Fund Financial Statements

The government-wide financial statements (the statement of net assets and the statement of
activities) report information of all of the nonfiduciary activities of the Primary Government and its
Component Units. For the most part, the effect of interfund activity has been removed from these
government-wide statements. Governmental activities, which normally are supported by taxes and
intergovernmental revenues, are reported separately from business-type activities, which rely to a
significant extent on fees and charges for support. Likewise, the Primary Government is reported
separately from the legally separate Component Units for which the Primary Government is
financially accountable.

The statement of activities demonstrates the degree to which the direct expenses of a given function,
segment or component unit are offset by program revenues. Direct expenses are those that are clearly
identifiable with a specific function, segment, or component unit. Program revenues include charges
to customers who purchase, use, or directly benefit from goods or services provided by a given
function, segment, or component unit. Program revenues also include grants and contributions that
are restricted to meeting the operational or capital requirements of a particular function, segment, or
component unit. Taxes and other items not properly included among program revenues are reported
instead as general revenues. Resources that are dedicated internally are reported as general revenues
rather than as program revenues. The State does not allocate general government (indirect) expenses
to other functions.

Net assets are restricted when constraints placed on them are either externally imposed or are
imposed by constitutional provisions or enabling legislation. Internally imposed designations of
resources are not presented as restricted net assets. When both restricted and unrestricted resources
are available for use, generally it is the State’s policy to use restricted resources first, then
unrestricted resources as they are needed.

Separate financial statements are provided for Governmental Funds, Proprietary Funds, Fiduciary
Funds, and major Component Units. However, the Fiduciary Funds are not included in the
government-wide financial statements. Major individual Governmental Funds and major individual
Proprietary Funds are reported as separate columns in the fund financial statements.

C. Measurement Focus, Basis of Accounting and Financial Statement Presentation

Government-Wide Financial Statements — The g